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I  PERSPEC'l'IVES  FOR  THE  COI<ll·lUNITY  BUDJEr  Dr 1978  . 
Introduction and  Summar~ 
The  Community Budget  has become  a  central political issue  in 
the Community.  It is the instrument  by which many  of the main 
Community  activities find their expression.  As  their size  and 
scope have  iri.crea.sed,  so has the  role  of the  Bud~et.  So  a.lso 
has  the  importance  of the  decisions taken in the Budget  about  the  purpose 
of the different  sections of activity.  In turn the political problem 
of financing the Budget  has become  more  immediate,  especially in 
economic  circumstances which have  led to pressures  in all Member  States 
to limit  public  spending.  More  significant, the Budget  in itself is one 
of the most  developed Community  mechanisms,  in the establishment  and 
execution of which the balance between the Parliament,  the Council  and 
the Commission  has  evolved furt.hest;  nevertheless, this balance  is· a 
matter of continuing interinstitutional debate. 
The  Commission  welcomes  the occasion to debate  in general terms 
and outside the budget  procedures the problems  which the Budget  poses with 
a  Council  of both Finanae  and Foreign Ministers and with the European 
Parliament,  for many  of these problems  have to be  placed in a  general 
political context  and are  hard to resolve  amongst  the more  detailed issues 
which necessarily arise during the establishment  of the  annual Budget 
it  self. 
The  characteristics 9~ the  Community_Budget  clearly distinguish it from  national 
budgets.  vlhile  during the last few  years it  ·has. a  similar-rate of'·-growth,  its 
level of administrative expenditure is low,  and the  level of intervention 
spending very high because  of its concentration on  largely automatic 
agricultural expenditure.  This means  that the scope  for saving  on  some 
activities to finance  others,· which is often available in national bud,zets, 
sL~ply does not  exist to any useful extent  in the  Co~~unity Budget.  Yet, 
unless  we  are to accept  a  standstill in the Community's evolution,  the 
Budget  must  grow.  The  emphasis must  therefore be  on  developing Community 
pv4~oies which  can better or more  cheaply secure objectives already being 
•  ...,_  •  • .•  •  ~ "rl  •  •• • •.  •  ••  .....  .  ~·- ... J  .. - 3  -
pursued or which would be essential at national level.  In this way,  the 
growth of the Community Eudget  need not  add to overall public expenditure 
a.YJ.d  taxation. 
Even  _so,  loo,king  ahead the existing _structure of Budget 
I  '  •  '  • 
fina.:tlcing  may  prove  insufficient  and cliffere11t 'types of financing  should 
be  considered which could in due  course  provide solutions to this problem. 
Perhaps the most  pTomising is the development  of the Community's capacity 
to borr0\-3.  Quite apart  from  the need for  such borrowing as  one  means 
of coping with short  term  problems of cash flow,  which will arise in the 
future,  longer term borrowing would be  an appropriate  form  of fundine  for 
specific actions for which 'lending is a  suitable form  of finance.  This 
would allow an expansion of such actions without  requiring additional 
current  revenue.  Indeed1  this form  of financing would be particularly 
appropriate for certain Community activities which could be  particularly 
. adapted to the  allev~tion of present  employmenj  and structural needso 
Meanwhile,  the Commission is doing all it can to make  the most  of 
the budgetary resources currently available;  it is strengthening its 
~xamination of new  expenditure proposals  and of day to day management, 
and has taken important  steps to improve the  impact  of its structural 
policies by  improving the coordination of the iptervention funds. 
But  there is a  separate series of issues which demand  urgent 
attention, for they are related to changes in the Eudget  which  should occur 
in 1978o •. In that year,  the final stage of the  own  resources  system will 
·come  into effect as laid down  in the Treaty,  the collection of a  Community 
~  percentage of Value  Added Tax should begin,  the European Unit  of Account 
should be  introduced to the Budget,  and the.new Financial Regulation should 
be  adopted. 
These.decisions are of great significance.  It is politically 
essential that  the  last obstacle to the  implementation of a  Community VAT 
should be  overcome,  not  least  as  a  test of the Council's ability to meet 
i  ,  . 
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It is equally essential that the  new  unit  o~  !  its own  declared intent. 
! 
account  should be  adopted:  without  it important  Community activities  ~ external  I 
commitments.- will be hindered,  while both  anomalies  of presentation and difficul  tie(s . 
::r:::::i:::•n::n;::~:::: :::~::i:: ::·:::::~;:.::.:h:o~::;:~m~n:n  I 
these other two  steps,  as well as to bring into force  other important  1 
changes. 
The  Commission very much  hopes that the Council will be  able 
to resolve outstanding difficulties on  the Sixth Directive  (should any 
persist).  It calls on the Council  on  6  April to adopt  the draft 
resolution already before it  (and of which a  copy is at  Annex  A)  which 
engages the  Community  to ·apply the Unit  of Account  from  l  January 1978; 
this cannot  be  delayed.  longer without  calling in quest ion the  date  of the 
change.  And,  this done,  the deadline must  be  fixed by which the 
necessary implementing revisions of 30 June  1977,  and the revised Financial 
Regulation as  a  whole,  should be  adopted. 
There  is a  second group  of  important  institutional problems 
to which the attention of the Council  and the Parliament  is  dra~TI -
the establishment  of the Court  of Auditors,  the  search for an  agreement 
between the Council  and the Parliament  about  the procedures for the adoption 
. of the Buc4;et,  development_ of the concert at  ion  procedures which  have  become 
central to the establishment. of the Community  budget,  and further reinforce-
ment  of financial control.  These matters are less likely to require debate 
on  this occasion.  But  they are essential if the Community  is to devise 
the mechanisms  for effective discussion and control to which  lip service 
is often paid.  1'he  Conunission  hopes that the Parliament  and the Council 
as appropriate will take the necessary steps to ensure that  each  of these 
is dealt  with expeditiously. 
But  what  of the  structure of the Budget  for 1978?  The 
options are limited.  As  in earlier years,  the major part  of expenditure 
must  continue to be  open-ended spending  on agricultural supporto  The· 
Commission must  emphasise the need to take measures  which will reduce 
...  ·--·~  ..  -.  -~  ·-; ~--.... ~  ...  ~  .. .,_ __  ~ 
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I  this predominance  of agricultural spending. 
--
In practice that means 
I 
attention must  be  given urgently  ~~d determinedly to  reducing  structural surpluses  r 
! 
in the  production of a  very few  products,  which have  heavy budgetary  ! 
1 
costa.  It also requires the establishment  of a  system  ~f obligatory  [ 
decressivity for monetary compensatory amounts,  to reduce the budgetary 
costs and other economic  distortions at present  so very evident.  The 
Co~~ission believes the Council should at  an early date  decide  on the 
principle of obligatory degressivity and fix a  deadline by which the 
appropriate mechanisms  can be  put  in place. 
Apart  from  agricultural spending,  the  Budg~t must  be 
constructed in the  light  of current  economic  problems.  In every Member 
State,  public spending is limited,  although the  pressures for public actions 
to relieve economic  problems are high and  have  led to shifts of resources 
and the areas of spending.  The  Community Budget  must  accept  similar 
discipline,  even if the  scope  for offsetting savings is small.  Only 
priority actions can be  considered for new  or increased activity.  And 
the test of priority must  be  whether action proposed relates to the 
economic  problems l-lhich  confront the Community.  In these circwnstances, 
rigorous coordination of the Community's  decisive  instruments for action 
is essential. 
Clearly,  the main priority must  be the attack on unemployment, 
and on the reinforcing of the Community's  economic  structure.  Regional 
and Social Fund expenditure is critical in this context.  The  fixine of 
the  amounts  of these Funds,  and their use,  will be  a  central feature  of 
this year's budget  process while  separate- examination of proposals for 
the  review of their working will be necessary.  The  Commission  hopes the 
Council  and the  Parli&~ent will confirm their willingness to see that these 
activities develop  with increased Regional  Fund and consolidated Social 
Fund activity in 1978.  Industrial,  research and transport policies also 
all have  a  major contribUtion to make  to the strengthening of the 
Community's  economic  foundations.,  The  Commission believes that actions 
in these areas also must  be given priority. 
'  -
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It remains as important  as  ever  ~pat the Community  should 
reduce its dependence  on  imported energy.  Measures  to· this 
end should also be  regarded,  the Commission  believes,  as an  important 
priority. 
Finally, the  economic  difficulties the Community  faces  are 
shared by many  other countries,  and bear more  heavily on  the  developing 
world than  on the developed.  The  Community's  effort  towards  developing 
countries must,  the  Commission  believes,  remain  a  priority.  It hopes  the 
Council will confirm this view. 
The  Commission  hopes that  on these points the  Council  and the 
Parliament  will give  a  clear indication of their views.  In the lieht 
of such views the  further work  on the interinstitutional problems,  and 
the drafting of the expenditure  side of the Budget  for 1978  can be 
carried forward  • - 7 
IT.  THE  FEATURES  OF  THE  GENERAL  BUDGE!' 
The  content of the  General  Budget  of the European  Co~nunities is rather 
unusual  and differs considerably from that  of national budgets.  This 
state of affairs,  the  outcome  of the present  stage of European  inteeration, 
shapes  the features  of the General  Budget,  which  in turn influence  the 
budget policies of the European Communities. 
A.  'l'HE  GI!~lERAL BUDGET:  AN  INTERVEJI1TION  BUDGET 
Expressed as  a  percentage  of the  G11p  of the  Community,  Community  expenditure 
has  risen from virtually zero in 1959  to  some  0.4%  in 1968  and  0.~~ in 
1976.  During the  same  period,  public  expenditure in all the Member  States 
has risen,  in general,  from  25-35%  to some  45-5alo  of the respective GHPs 
(spreads between the lowest  and highest  percentages).  The  grow~h rate of 
the Budeet  of the European Commuriities'is  running roughly parallel to- and 
not faster than - the national budgets. 
Compared  with the national budgets,  the  General Budget  is still very small 
therefore  - about  ~  of the total  of the national budgets.  Although the 
annual  fixation of agricul  tura.l  prices has  a  macro-economic influence, this 
small  volume  renders it impossible for the Budget  to exert ~  regulating 
influence  on  the  overall  economy -by use  either of the  revenue  or of the 
expenditure.  It can have  no  real macroeconomic  influence.  This 
situation has  arisen because the  powers  and the means  for action granted 
to the  Community  are still very limited. 
The  General  Budget  is essentially an intervention budget  (87.2%). 
Only 6.2%  is devoted to expenditure  on the  administrative machinery,  and 
6.&/o  is taken by the flat-rate  reimbursements to the Member  States of  107~ 
of own  resources for the costs incurred in collecting them  (customs  duties 
and  agricultural levies).  (The  rate of staff expenditure  in the national 
budgets is around 25%.)  ' 
'. 
The  financing of the  intervention policies is concentrated in certain 
maj~r fields,  with  a·  marked - but decreasing - predominance  of 
agriculture;  expenditure  on agriculture 74.7%;  social policy 2%; 
,_ -8-
regional policy 4.5%;  research/energy/industry/transport  2.9%; 
development  cooperation 3. 1%.  The  expendi  tUz.e  f'or the EAGGF 
Guidance Section,  for the Regional Fund and part  of'  the expenditure 
for the energy/industry/transport  sector are investment aids and 
thus represent transfers of capital; the other intervention expenditure 
- in particular,  that of the EAGGF  Guarantee Section - are current 
transfers  .. 
The  considerable proportion accounted for by expenditure under the 
EAGGF  Guarantee Section - 72.9%  - is not  due to a  Community  policy 
under which agriculture would  be intrinsically more  important than 
the other sectors of the economy:  this situation merely reflects the 
fact that this policy is the  only one  in which action by the Community 
replaces action by the Member  States.  In the other sectors - including 
the other agricultural sectors such as the EAGGF  Guarantee Section -
Community  action generally complements that of' the Member  States. 
Policy regarding agricultural markets is however completely integrated 
and financed entirely by the General Eudget,  and is the result of 
almost  automatic intervention mechanisms  which leave little scope for 
discretionary adjustments.  In contrast,  the other items of intervention 
expenditure are assessed on a  flat-rate basis;  they are allocated amounts 
fixed by the budgetary authority,  often in a  restrictive spirit. 
B.  THE  DYNAMICS  OF  THE  GENERAL  BUDGET 
This  budget  structure makes it difficult to expand existing operations 
to ~great extent  or to initiate new  ones.  Eecause the budgetary 
resources available are limited and it is difficult to contain or 
reduce the level of agricultural expenditure,  difficult compromises 
are inevitable as regards other policies.  The  Community  Budget is not 
as flexible as  natio~~l budgets,  which are infinitely bigger and more 
diversified. 
The  increase in Community activity need not necessarily lead 
to a  general  increase in the level of public expenditure or taxes. 
The  measures  which  should be  taken at Community level are those 
that  can be  carried out more  economically and efficiently at Community 
level than by the national governments. - 9-
Hm  .  ..-ever. -if'  the activity of'  the· ·'community··is  t.o  expand,  _there will 
have to'be an  increase  in its budgetary resources. 
For example,  duringc-the last ten years,  th·e  Budget  expenditure. of the 
Community  has  risen from  1  500  m u.a. in 1968  t~ 8 Boom  u.a.  1n 1977 
(and to 9  6oO  m u.a.  in appropriations for comm1tment). 
This trend reflects the following developments: 
(a) 
(b) 
(c) 
(d) 
in the agricultural  sector,  the establishment  of the  v~ious ma~ket 
organizations,  and  the gradual bringing into the  Comm~n1ty purv1cw 
of oligible expenditure;  thia process was  completed 1n 1969; 
since 1973,  the progressive -integration of.the. new  Member  States; 
the launching in 1975  of a  Community  regional policy  (the genesis 
of the Regional  Thnd),  and 
the initiation and grotrlh of other financial  intervention operations, 
especially in the  energy sector. 
C.  THE  !;lAY  ./IJ:IEAD:  OUTLOOK  FOR  THE  GENERAL  BUDGE!' 
The  future pattern of the General  Budget  cannot be  determined by  a 
fixed  and  immutable  ratio bet\·Teen,  say,  its pr.:!sent  volume  and the 
present volume  of the national budgets.  It will be  governed by: 
(a)  the firm resolve of the  Governments  and the peoples  of the  Community 
to  advance  along the  road towards economic  and  moneta~J union; 
(b)  a  detailed investigation of the criteria for an effective distribution 
of the tasks between the  Community  and the various national levels 
of government  and,  consequently,  a  broadening of the range  of 
Community  intervention\ activities; 
(c)  specific requirements arising from  economic situations which  cannot 
alwqys be predicted; 
(d)  the growth  of the Community's  own  resources; 
(e)  the future  role to pe  played by the non-repqyable subsidies,  on the 
one  hand,  and  loans financed from borrowings,  on the other. 
'·. 
l  I\ -1o-
Of the specific requirements,  special a.tterition should be  paid 
to the situation of the  coal and steel industries which are now 
in very serious difficulty.  Since the rate of the levies on coal 
and  steel production cannot easily be changed,  it is difficult 
to expand activities substantially in respec·t of these industries 
under the ECSC  Budget.  The  possibility of resorting to the General 
Budget  should.  be  considered for these  sectors.  The  principle of 
this has  already been recognized,  in particular by the insertion 
in the Commission Budget  for 1977  of Article  322,  Aids  for coal 
stocks.  Similarly,  the Commission has  introduced a  proposal for the 
granting of aid to promote  the use of coal in thermal  power  stations. 
In 1978  the entire and definitive  own  resources arrangements  should 
be in operation.  The  current  level of Community  expenditure already 
absorbs  around two-thirds of the total potential of own  resources as 
defined by  the Council Decision of 21  April 1970  (which has the status 
of a  Treaty)  and which consist of agricultural levies,  customs duties 
and a  maximum  1%  of VAT  revenue.  However,  it must  be  pointed out 
that this margin could be  substantially eroded in the future because 
of certain external factors,  even if expenditure were  to follow the 
trend of the Community GNP.  More  specifically,  these factors are 
as :follows: 
(a)  the VAT  assessment  base has  alweys  e:x:pa.nded  less rapidly than 
the GNP,  and there is every reason to  suppose that this trend will 
continue; 
(b)  customs duties are following the same  trend,  and this could be 
accentuated even more  as a  result of widespread tariff dismantling; 
(c)  the existence and possible application of a  "financial mechanism" 
representing up to  3%  of expenditure; 
(d)  the  inclusion in the Budget  of the financial resources of the 
European Development  Fund  (EDF)  starting from  the next Association 
Convention,  since until 198o  these  resources  are to be  provided by 
the Member  States,  outside the  General  Budget; -11~ 
'  (e)  the consequences,  in the form  of a  probable increase in 
expenditure,  of the possible entr.y of new  Member  States which could 
join a:fter 1978. 
It should be  noted here,  however,  that the European Communities 
already deploy a  variety of methods in their financial policy:  in 
addition to the total of 8  900 m u.a.,  earmarked for  non-rep~able 
expenditure in 1976  (8 470 m u.a.  under the General Budget,  110 m u.a. 
under the ECSC  operational budget  and  320  m u.a.  under the third and 
fourth EDF),  they have borrowed a  total of 2  720  m u.a.  (i.e. 950 m u.a. 
under the ECSC,  750 m u.a.  under the EIB  and  1  020 m u.a.  as "Community" 
borrowings to be used as loans to redress the balance of p~ents in 
some  Member  States).  It would therefore be possible to develop 
more  systematical~ a  borrowing polic.y to finance appropriate activities; 
this,  b,y  avoiding recourse to current funds,  could reduce the possible 
impact  of the levelling-out of own  resources.  Though  this prospect is 
distant enough,  a  poli~ of this type  could be  suitable for certain 
more  immediate activities particular~ in keeping with the current 
economic problems. 
·D.  MORE  EFFICIENT  IMPLEMENTATION  OF  THE  GENERAL  BtT.OOET 
As  an adjunct to the foregoing considerations,  a  few  thoughts  should 
be aired concerning the improved coordination of Community  expenditure, 
a  t~sk incumbent  on  the Commission.  With this aim  in view,  the new 
Commission has  taken two  important decisions. 
First, the new  Commission has stressed the need to continue the efforts 
to increase discipline and rigour at all stages in the life of the 
Budget - preparation,  implementation,  proposals for new  operations, 
internal control - in order to ensure that the Budget has  the··ma.ximum 
possible economic  impact  compatible with the resources available.  As - 12  -
announced,  the  Commission has  placed the responsibility for the Budget 
in the  hands  of  a  Commission Member  who  is not  responsible for  an 
intervention policy as well. 
Secondly,  one  Commission Member  is now  responsible  for coordination of 
the  management  of the  Funds  and  other means  of intervention in the 
structural field.  There will therefore be unity of policy and objectives 
in the  Community's  financial intervention policy  (the ERDF,  the Social 
Fund,  the EAGGF  Guidance Section,  Credit  and Investment,  and EIB  loans). 
A more  consistent financial policy is obviously not  an end in itself. 
The  policy must  be  designed to serve the  general purposes  of the 
Community's  economic  and  social policy,  especially the  objectives it has 
set itself in its medium-term economic policy - the control  of infla.tion 
and unemployment 1  alignment  of the Member  States'  economies,  the balance 
bet\ITeen the  Community's  internal  cohesion and the unity of its external 
policy - in such  a  w~ that the means  of intervention not  only fulfil 
their specific objectives more  effectively,  but may  also be dovetailed 
to meet  the priority objectives of the  Community. 
.  j. - 13-
III.  1978,  A  TURNING-POINT  IN  THE  HISTORY  OF  THE  BUDJET  OF  THE 
IDROPEAN  COMMUNITIES 
The year 1978 is a  yea:r  of new  depa:rtures:  the Budget  of the European 
Communities  stands at a  turning-point in its history.  1978 marks 
· the final  stage of the  own  resources  system for the six original 
Member  States and the penultimate stage of the system of ,payments by 
the three new  Member  States.  1978 has been declared the yea:r in 
which the Sixth Directive on  VAT  will  come  into force.  1978 is the 
year when  the European unit of account  {EIJA)  will be applied to the 
General Budget.  1978  will be the first year of full operation for the 
European  Court  of Auditors.  1978  is to be the financial year in preparation 
for which an inter-institutional agreement will be  reached regarding the 
procedure for adopting the Budget.  1978  is to be the year in l-rhich  the 
amendments  to the Financial Regulation proposed by the  Commission  come 
into force.  And  finally,  1978 is to be marked by a  further reinforcement 
of financial  control. 
The first of these seven major events is but the  ~ulmination of an 
automatic mechanism brought in by the Decision of 2  April 1970 on 
own  resources and by Article 131  of the Act  of Accession and does not 
necessitate ~  specific decision at the present stage.  This paper 
does,  however,  discuss the other six events,  which the Commission 
regards as being within sight, ,  and without which there oan be no 
dynamism  in the Community's  financial aoti  vi  ties., 
A.  VAT,  THE  NEW  OWN  RESOURCE;  AND  FULL  FINANCIAL  AUTONOl:VIY 
An  important  event in 1978 is to be the allocation of a  part of the 
revenue  from  Value Added  Tax as an own  resource of the Communities. 
The  Council has  announced its intention to approve very soon the 
Sixth Directive on Value Added  Tax,  which provides for a  uniform 
assessment base in all the Member  States,· subject to certain 
exceptions which will not affect the amount  of own  resources. ·- 14 
!t will then be possible to apply a  Community  rate (fixed for each 
year during the budgetary procedure and not to exceed lio)  to a 
uniform base of  asse~sment of VAT  in all Member  States, with effect 
from  1  January 1978,  and for the proceeds to be paid into the 
Budget  of the Communities.  This  resource will  replace  the present 
contributions which  are based on  the  share  of each Member  State to 
the  gross national  product of the  Community. 
The  Commission  strongly urges the Council  to adopt  the Sixth 
Directive in time for all the Member  States to apply it with effect 
from  1  January 1978,  so that the inception of the financial  autonomy 
of the Communities will not be again postponed.  The Commission 
intends to draw up  the preliminary draft Budget  for 1978  on the 
assumption that all the Member  States will be paying own  resources 
derived from  VAT  revenue.  Should the Council  fail to approve the 
Sixth Directive in time for this to happen,  the Commission will have 
to make  the necessary adjustments to the revenue  side of the Budget 
during the course of the budgetary procedure. 
It was  because the Commission believed that in 1978  the final  stages 
of the new  financial  autonomy of the Communities  would be initiated 
that in June 1976 it sent to the Council  and the Parliament proposals 
for amending parts of the FirEUcial Regulation and for amending· 
Regulation No  2/71  on the procedures for applying the Decision.of 
1970.  These proposals will  also have  to be  adapted as  soon  as  the  Council 
has  approved the Sixth Directive.  A  propo~al on  the· application of own. 
resources  from VAT  is to be  introduced shortly.  The  Commission  most 
strongly urges the Council  to a.pprove  these  amendments,  so tha·t  the 
principle of financia.l  autonomy  can be upheld. 
What  are the implications of this financial  autonomy?  It makes  the 
Communities more  self-reliant:  but it in no way  implies any 
Emc reachment  on  the powers  of the two Institutions· with budgetary • 
authority,  i.e.  the. Council  and Parliament.  It imposes  on the 
Communities.greater obligations and greater responsibilities;  it 
- imposes  greater· constraints in some  areas as well as giving a  wider 
latitude in others.  The main consequences of financial  autonomy 
are as follows: 
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1.  Although the Budget  must be in balance,. its implementation 
can produce  a  surplus cr  ~eficit because the forecasts  of  own 
resources in the Budget  can never be absolutely precise.  These 
surpluses or deficits trrill be carried forward to the Budgets  of 
subsequent years;  but.during the year they will be the 
responsibility of the  Ccrr~ission, representing the Communities. 
Walfs  must  therefore be found  of reducing both deficits and 
surpluses.  This means  that the forecasting of  O\-m  resources 
must be more  precise and that expenditure must be subject to 
more  stringent control.  Nevertheless,  it m~  be  necessar,y  to 
adjust  the  annual  rate of VAT  during the financial year, 
particularl~ if a  supplementary budget  is ·introduced. 
2.  The  Commission will not necessarily be able to cover its 
daily cash needs by advances  from  the'N:ember States;  it will have 
to rely on  the actual  out-turn of the forecasts of own  resources 
made  in th~ Budgeto  This will have  two  important  effe·cts. 
Firstly, there v1ill be a  shortfall corresponding to three months . 
of payments  (about  2  000 m u.a.) at the beginning of.1978,  which 
will not be. covered by the flow of revenue  from  customs duties'  .. 
agricultural i,evies  and VAT  established in 1978.  · Th;i.s  is a.  · · 
particular.problem which  could be solved in various ways: 
for exa,n;ple, ·by an advance  from  the Member  States,  or by  . 
borrmving· on the capital market,  under the powers  conferred on 
the Council by subparagraph  (b)  of Article 209  of the Treaty 
establishing the  Eu.rop~an Economic  Community  as amended by 
Article 18 of the Treaty of July 1975.  In both. cases r.epayment 
could. be made  over several years through the Budget  of the 
Communities.  A second important  effect,  quite apart  from· this 
problem,  is that there will always be the possibility that ·the 
flow of revenue as  own  re~ources will temporarily not match the 
expenditure flow and that short-term borrowings will be needed. 
The Commifjsioi'l will  shol'tly make proposal~:~ for dealing With. 
these difficUlties.  · 
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3.  Since the  own  resources \'lill belong to the  Comnru.ni ties,  and  not 
to the  i~lember  States, from the  moment  of' their esta.blishrr1ent  the 
Commission  should  be  able  to exercise firmer  control over their 
management,  and in particular should have  the guarantee that they will 
retain. their value in terms  of the  :mu.ropean .unit of accourit. 
Conclusions 
The  Commission urgently requests that the Council  adopt at the 
earliest opportunity the  Sixth Directive on a  uniform basis of 
assessment  of'  VAT,  and  subsequently ado.pt  the texts Ylhich  the 
Commission hereby undertakes  to forward  shortly thereafter. 
A concertation procedure with the European Parliament ~  prove 
necessary. 
B.  USE  OF  THE  EUA  IN THE  GENERAL  BUDGET 
The  EUA  has  been used for the EDF  since the  Lome  Convention,  the EIB 
since  31  December  1974  and the ECSC  sinc.e  1  January  1976,  and  is to 
be used in the  General  Budget  as·frorn  1  January 1978• 
· Th~. General  Budget  of the European  Communities is currently drawn  up 
in "HIT<'"  ~its of ac·count  equivalent to 0.88867088  grams  of fine  gold 
and linked to the national currencies by off-icially decl.c>red. fixed pari  ties 
. (the  oldes.t  de_claration dates ba.ck  to 1949  in the  case  of the  BE!lgian  and 
Luxembourg franc).  ·  · 
The  grm'ling discrepancy between the official parities and the actual 
ratt?S  Of  exchange  has. Created a  number  of problems:.:  'the  introduction 
of·speci.fic·rates  of'·conv'ers:i..on  closer to.the.market rates for·the  · 
.. comm-on  agricul_tural. pol,icy, .  an~ for. Qome  a.drilinistrat ive ·.q;J)ropriat ions 
. '··. 
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and the transfer of funds  between Member States,  gives rise, in the 
statement  of expenditure, to  a  "dual rate of exchange"  -particularly 
significant for the EAGGF  Guarantee Section - and,  in the  statement 
of revenue, .to  appreciable gains  and losses on  exchange rates resulting 
from the. requisite transfer of funds  between Member S.tates, . the .net 
impact  of which is absorbed· '?Y.  the Budget. 
In the proposal for  a  Council  Regulation amending the  Financial-. 
Regulation of  April  1973 applicable to the General  :Budget  of the 
European  Communities,  the  Commission  envisaged the replacemcrit  ..:.  on 
1  January  1978 - of the current unit  of account  by a  Eu!'opean unit . 
of account.  (EUA)  based  pn  a  basket  of the  Member  States'  ourNmcies; ··· 
its fixed composition  h~s been l·rorked  out  on the basis of  ec~morilic 
indicators and its daily value  in terms  of the various ·nationa+  . 
currencies· is  calcu.la:ted fr.om  the r·ates  operating on  the  exchange 
markets1.  A draft resolution forwarded  to  t~e Council  on..  ·. · 
30 September  1976 is intended to confirm the  Council's determination 
to apply the new European unit  of account  in the  1978 financial year. 
Despite its urgency,  this resolution remains pending. 
The  transition to the use  of the EUA.requires that  a  number  of problems 
be  solved beforehand.·  To  resolve these,  the  Commission  for1-rarded  to 
the budgetary authority  in  October  1976  a  proposal  for a  Regulation 
on the procedure  for applying the  EUA  to the legal acts adopted by the. 
institutions of the 'European  Communities.  · 
1  .  . 
The  prov~s~ons relating to the EUA  ~e contained  in. ~ti~les 10,  71. · 
and  119  of the proposal• 
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The  proposal for a  Regulation  on  the procedure  for applying the  EUA 
provides for the use  of the  ne11"  unit  of account  as  an  instrument  of 
external  and  internal management.  'I!Jle  use  of the  EUA  for  exi;ernal 
management  involves the use  of the  EUA  for the expression  of the 
Communi-ties'  rights and obligations "expressed in EUA",  and  the 
replacement .of the u.a.  by the  EUA  in all  Community  legislation 
(regulations,  directives,  decisions).  Tenders  in respect  of supply 
contracts and applications for aid  from  the various  FUnds  wili have 
to be  submitted  in EUA;  the contracts awarded  and aids granted will 
be  expressed in EUA. 
There  are  at present  some  exceptions to the principle of expressing sums.  in 
EUA,  the  most  i,mportant  being in respect  of the  common  agricultural 
policy:  for the time being the  EUA  will not  be  applied to  C/~ 
legislation;  the prices and  amounts  at present expressed  in_u.a. 
will  continue to be  converted  into national  currencies by means  of 
the representative rates,  and prices to farmers  and consumers  will_ 
therefore  remain unchanged...  Agricultural  appropr-iations will, nevertheless, 
'be  entered in the Budget  in EUA.  As  stressed in the  e~planatory 
memorandum  the application of the EUA  must  be  an act of continuous creation; 
as the Commission  - which is striving to  gen~ralize· the Uf.le  of the new  unit 
of· account  as  swiftly as  possib1f!3  - is considering the possibility of· 
extending it to the  common  agricultura.l  policy. 
The  use  of the EUA  as  an  instrument  of intermil · management  means 
that the  Budget will  be  dra:wn  up,  the accounts kept,  and  the revenue 
and  expenditure  acco~~ts and the financial balance  sheet presented,  . 
in EUA.  The  conversion bett'/een national  currencies and  the  EUA  is. 
to be made  at  the rate of the day.  'l'he  Commission will keep  bank 
accounts  in EUA.  In view of certain administrative difficulties, 
some  exceptions have been allowed as regards the  "rate Qf the day". 
In particular,  during the 1978  budget  year,  expenditure  in re!3pect 
of the  EAGGF  Guarantee. Section arid  the  Food  Aid .operations financed 
by means  of advances  a~e to be entered  in the accounts  on the b_asis 
of the rate applying .on  a  specific reference day  • 
'  I 
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As  the  consequence  of the proposed rules,  the  replaccm~nt of the  11•W 
u.a.  by the EUA  means that the drat-ling up  and  implementation of the · 
Budget vlill be closer to reality,  resu.lting in an appreciable  reduction 
in the  exchange  rate gains  and losses and the new  consequences  arising from 
the bookkeeping effect of the "dual  rate of exchange
11
•  On  the other 
ha.nd.,-the  national  currency equivalents of the total payments to be 
made  by the 1-i"ember  States to the  Community Budget will hardly change 
at al.l  as. a  result  9f the disappearn.nce  - also ·on  1_  January  197  R.  ••  of 
... 
the  "dynamic brakes" which have to date limited the  annual variat.ion 
in the "relative shares" of the I'1ember  States. 
The·  Budgetary Authority,  which is examining the  Commission's 
proposals,  has not  yet  made ·its position known.  'fhe  Commission . 
cannot  but prepare tho  ·1978  Budget  on the .assumption,  as the 
basis for its work,  that the  EUA  1vill be used as  from  1  January 1978. 
The  Commission has,  at the  Council's wish,  forwarded to the 
Budgc-ta:cy Authority proposals  confirming the· principle of adopting 
the EUA  on  1  January 1978  and setting the rules of applica·t;ion.  The 
transition to the new unit of account  (coupled with the  implementation 
of the proposed amendments  to the Financial Regulation)  calls for . 
early decisions if the deadline of 1  January 1978  is to be met. 
Conclusions 
The  Commission urges  the Council  to adopt  on  6  April the Resolution 
(see  Annex A)  whereby  the  EUA  will  be used in the Budget  as from 
1  January 197 8. 
The  Commission-stresses  t~e need for the  Council  to adopt,  nci 
later than 30 June  1977- following the Opinion of-Parliament which. 
is expected in ~ch  1977_  ~ t~e propos'al· for a  Regulation on. -th.e 
:procedures for. applying the.  EUJ\".  If necessary,  ~- conoertatio~  ·  ·  ... 
procedure wi, th _ParliamEmt  sho~ld  ·be  ini-tiated. 
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The  ~Teaty  of  July 1975  provides  for the creation of a  Court  of 
Auditors  for  the  European  Comnunities  to replace the pr8sent  Audit 
Board  2...'1d  the  ECSC  Aua. it  or.  Once  the ratification procr:::dure s  for 
the  T-!'eaty  h<we  been  comple-teci- this  should  happen  in the ver;/ near 
future  - the  Court  can be  set  up  t  since it is laid dmm that -the 
members  of the  Court  of Auditors shall be·appointed by the  Council 
upon ·the entry into· force  of this  Treaty. 
The  establislment  of this  corit:r~ol  bcdy7  1-1ith  the  status of an 
institution,  olwiously means  that  a  number  of neH provisions \·!ill 
. hove  to be  a.C.optcd  to ensure that  ·i;hc  appointment  n.nd  operation of 
the  Cou.:d  proc..:ecl  sr.:10othly. 
To  this  end,  the  Commission forwarded  to.the Council at the  end  of 
December  last year a  communication listing the principal measures 
which vlill have  to be undertaken to facilitate the  appointment of 
the. Court  of Auditors. 
The· 'Commission  has  already incorporated the requisite proposals  in 
. its draft  amendment  of the  Fina...'1cia.l  Re6'Ulation to prevent .any break 
i."l  continuity beh1een the ':10rk  or"  the ·Audit  Board  anci  that  of the 
Court  of .Auditors.  It has  also.made provision in the draft for  a 
revietoJ  of the Articles of the Financial Regulation. which deal Hith 
the  jurisdic·tion and  povrers  of the  Audit  Board,  once  the  Court  of 
Auditors  itself is able  "lio  pronounce  on  theni.  '· 
In'addition,  a  draft  amendment  to the Staff Regulations  incoporating 
the  Court  of Auditors  into the Institutions of the  Community,· whereby 
the -Sta.ff  Regulations  v1ould  apply· to its agents ....;  is being pr:epared  and 
>rill  be laid befo.re  the  Council  shortly. 
Conclusion  · • 
·  Tne  CommiGsion_  dr6.t-1s.  _the  attentfori  of' the. Budgetary. Authority to the 
· 'following points: · : 
''',•  •' 
· - to enable the  Cou:r't  of  Aud.H~ii: to takE~· up its duties,> Article  28· . 
. . of :i;h,e  Treaty of·  ·July.  ·r 97) .rm1:,3t ·.be,: l.rnplem~nted  :- : appointrnerrt 
of the flicmbersof.the·.Gou.:r't. bJ•  th.e  ..  Couhcil,  after cori_sulting:. 
··Parliament, .•  once the  Treaty.  e:nt~r-s·  int·o  force;·  · 
..... -._-.:..;.; - 21  -
c 
'i;he  statutory provisions  (ar:Jcndments  to the  Fina."lc:i.al  Re[.r,lll2.t io:!'"l 
and  the  s·bnf:f  Regulations)  conce:c-ning the  Court  of Auditor:::  tnust 
be  adopted by the  Council  as  soon as possible,  as Parliament  h<:!.s 
already civen its opinion  in_December  1976  and  a  concertation 
procedure  may be  required. 
·  ~D.  1!f!LTI.F..PJ!IONIZED  .APPLICATION  OF  .il-TITICIB  203/EEC 
l.rticlcs 203/EEC,  177 /EAEC  and  78/ECSC  govern the budget process. 
Their provisions have  three  m<'J.in  object ivos.  Fir::;t,  ·~hey divide the 
Budget  into two  areas:  compulsory expenditure,  over 1.,rhich  the  Council 
has virtually exclusive  control;  and  non-compulsory expenditure,  over 
vrhich Parliament has  some  control.  Secondly,  they control  the  increase 
in non-compulsory expenditure through the· establishment  of a  ma..'Cimurri 
rate ·determined  eac·h  year.  And  finally,  they give  Parliament  excluGive· 
control  over·  a  specific amotu1.:G  of non-compulsory e:>..'J)er..diture,  the 
"margin for  manoeuvre  n. · 
A feature  of the  1977  :8"1.1dget  is that much  greater use  has been  made· 
than hitherto of differentia-l;.ad appropriations  (a distinction being 
ma(le  bet;.reen appropriations for  co::n..lllitment  and· appropriations for 
payment).  !.fost  non·-co:npulsory  expe~1di  ture is noN  p~esented in this nevr 
l.;ay.  Houever,  the authors  of the  'I'reaties did not  make  specific 
-:Provision fer this  i:r.novation in bL:dgetary presentation,  and the 
relevant .Articles  mt.,_st  be  interpreted in accordance with  objective 
criteria..  This  is Hhat  the Budgeta:cy Authority asked the  Commission 
to do during the last budget discussions. 
Consequently,  the  Commission recently suggested an  inter~re~ati?n 
t  th  Budgetary Authority:  the gist is that, where  a  d~st~nct~on 
i~ m~e between appropriations,  the appropriations for  com~tme~t 
represent the real budgetary decisions which  ~press the  f~na~c~~l 
implications of the  action concerned.  In  th~s case,  appropr~at~ons 
for payment,  however,  are then the inevitable consequence  of  the~e 
commitment  authorizations. .. 
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As  a  result,  the various aspeots of Article  203  (application of the 
ma.xinn1m  rate,  the  margin for manoeuvre,  etc.) are  ·bo  apply in 
future,  when  a  distinction is made  between appropriations,  to the 
appropriations for commitment  and not  to  the  appropriations far 
payment. 
As  regards procedure,  the  Commission  suggests that the  interpretati.:m 
of lu-ticle  203,  along the lines  indicated a.bove,  should be  embodiecl. 
in a  joint declaration to be drawn up by the Institutions  cor.cer~ed, 
i~e.  the Parliament,  the  Council  and  t:he  Commission. 
Conclusion 
The  Commission feels that the  inter-institutional agreement  which it 
is proposing should be  sought  Sl.Yiftly,  ar.d  in any case before it 
embarks  on  the process of establishing the  1978  Budget,  a  process 
\ihioll v1ill  start  on  15  June.  '-
.E.  THE  UPDATING  OF  THE  FINANCIAL  REGULATION  OF  25  APRIL  197 3 
The  Co~unity  Budget  is prepared,  drawn  up and  implemented  in 
accord:mce \vi th the  provisions of one  single Financial Regulation,· 
vlhich Has  adopted  in April  1973.  After three years  of 
application it became  obvious,  however,  that certain amendments 
would  have to  be made  to the Regulation to keep it in step with 
the fairly rapid changes which have taken place in Community 
finances.  The  proposed  provisions  hinge  on  three main points, 
the third of which - financial  autonomy - was  discussed in 
point II.A above. 
L  The  budrretary  powers  of the Institutions 
'Jlhe  entry into  force  in 1977  of the Treaty of July  1"975  amending 
certain financial  provisions  of the·Treaties establishing the 
European Commnni ties and of the Treaty establishing a  Single  Cow.cil 
and  a  Single  Commission of the European Communities  necessitates 
the amendment  of the  present  provisions  • - 23-
The  European Parliament's say in the budgetary procedure has been 
increased,  and  so its powers  must  also be  increased as regards 
the implementation of expenditure, i.e. transfers. 
This  heading embraces  the proposals  concerning the application of the 
European  u..-·1i t  of account  to the Commur.i ty Budget (alrea:iy discussed 
in point II.B), expanding the use of the distinction bet>-teen 
appropriations  for  commitment  and appropriations for  payment, 
streamlining the function-orien:i;atcd ·budget  for research,  making the 
presentation and  management  of the  budget  of the Official Publications 
Office more fu..">lction-orienta.ted,  and modifying the budget  nomenclature. 
The  Commisoion  submitted its draft a.-nendment  of the Financial. 
Regulation to the Council in ~  1976.  The  European Parliament 
was  consulted by the Council ·and delivered its Opinion  in 
December  1976.  The  Commission  has  ~~ended its initial draft 
on the basis of this Opinion.  It is now  up  to the Council  to 
give its ruling,  resorting, if necessary,  to the concertati9n 
procedure  expressly requested by  Parliament. 
Conclusion 
Since the.l978 Budget  must  be drawn up  on the basis of a  Financial 
Regulation vlhich is in keeping with the provisions  of the Treaty 
of  July  1975  and  takes account  of recent  developments,  the 
Commission stresses the need for the  Council  to adopt  the draft  submitted 
to it by not later than June of this year.  The  budget  process 
will already have started qy  then,  but  the first Council  meeting 
on  the Budget  is due to take place before the end of July 1977. 
If necessary,  ~ concertation procedure with Parliament  should be 
initiated. 
.,  l_ - 24-
F.  TO\t!ARDS  A  RETIJFORCEMENT  OF  FTIJ.ANCIAL  CONTROL 
The  Commission has  sent to the  Council  a  proposal for a  directive on  the 
scrutiny,  by the Member  States,  of_tra.nsactions forming  ~rt of the  s~stem 
of financing by the  Guarantee  Sect~on of the European  Agr~c~ltural Gu~~~ce 
and  Guarantee Fund,  which  is intended to improve  and  harmon~ze the  aud~t1ng 
of accounts kept  by recipients of EAGGF  subsidies. 
The  Council has not  yet  made  its position known  on the proposal for a 
Regulation on  mutual assistance,  despite the urgent  reminder  sent  by the 
Commission to the President  of the Council and to the Ministers for Foreign 
Affairs.  It  is,  however,  precisely in this field of cooperation  (in the 
widest  sense  of the word) that the  Commission  has become  increasingly aware 
of "the  need for progress.  For this reason the  Commission  intends to take 
practical steps to organize direct  and effective cooperation between the 
Community  and the national authorities involved  in the management  of 
Community  funds.  · 
The  Commission will also direct  its internal financial control more  to the 
monitoring of  sound  management  (in the broad  sense  of the word).  This will 
involve eliminating all disparities in the application of  Community  rules 
behreen the Member  States.  To  this  end it would be  well  if some  Member  Ste.tes 
_w··nl.d  make  a  specia.l  push  to rationalize t-heir  own  na.tiona1  depF~.rtments,  and  in 
pa.r"tj_ec<!  <>r  the  customs  1  whose  administration work is of pa.rticular importance 
in this connection. 
The  Commission  is also aware  of the  significance of the conditions  in >vhich 
the financial  operations are conducted.  With this in mind  the  Commission 
intends  ~o concentrate on  the simplification of the regulations,  so  making 
them  eas~er to apply and helping to ensure that financial mechanisms are 
foolproof.  This applies both to the agricultural sector and to the 
Social Fund.  · 
The  Commission will also set up the requisite monitoring system to meet  the 
new  exigencies of EDF  control deriving from the  Lome  Convention. 
·- ........ - ·- ·~  .. - ....  ,..--- ~ ......... - 25  -
Conclusion 
The  draft directive  on the scrutiny,  by the Member  States,  of transactions 
forming part  of the  system of financing by the  Guarantee  Section of the 
European Agricultural Guidance  and  Guarantee Fund and the draft Regulation 
on  mutual assistance  should be adopted by the Council as soon as possible. 
·I 
l 
r 
! - 26-
IV.  OBJECTIVES  OF  THE  BUDGET 
Throughout Europe  the  economic  circumstances of recent years have 
imposed strict limits on  the  grm·1th  of public spending, if only because 
the  circumstances themselves have  caused governments to incur fresh 
expendi~ure.  Although  there are now  prospects of an  improvement  ia · 
the  economic situation, it is clear that it will still be necessary to 
curb the  growth  of government  expenditure. 
Consequently,  the  General  Budget  should be  expanded only for top-priority 
Community  operations  which may  help to  reme~ the difficulties and the 
weaknesses  of the Community  economy. 
In view of these  factors of constraint there is also a·need to  group 
together the  budgetary resources of the various  Community  intervention 
mechanisms  by establishing a  general intervention policy.  The 
Commission  has  taken the  requisite steps to achieve this coordination. 
To  the  Commissi9n's way  of thinking,  the  objective is not uniformity, 
since  the  specific character of each  instrument  must  be  preserved, 
bearing in mind  their different roles - Social  Fund,  Regional  Fund, 
EAGGF  Guidance,  interventiun in the industry and  energy sectors. 
The  attempt  should be  made  to define a  common  conception of the 
financial  intervention policy with the.aid of greater·flexibility. 
In addition, it will be necessary to  examine  the  objectives of these 
activities and how  far they complement  and  support  each other,  in 
such a  way  as to reveal  any obstacles to the  combined use  and 
dovetailing of the  instruments,  and  subsequently to consider the 
extent to which  the  mechanisms are  suited to their specific 
objectives and their effectiveness in meeting these  objectives. 
The  point is to ensure  that,  over and above  a  mere  redistribution of 
money  in various directions,  these interventions actually serve the 
Community's  priority socio-economic objectives •. If they can attain 
these  objectives,  they will,  in so  doing,  make  a  contribution to the 
process of integration. 
In view  of these  considerations,  the  Commission  believes that next 
year's General  Budget  should focus  mainly on the  following four 
themes:  containment of agricultural expenditure;  employment  and 
economic  structures;  greater independence as regards energy;  aid. 
to developing countries. - 27  -
A.  CONTATITMENT  OF AGRICULTURAL  EXPENDITURE 
Agricultural expenditure accounts for three-quarters of the  Community  Budget. 
Virtually all the spending goes  on  market  management  and agri-monetary 
expenditure.  In view  of the present  economic  circumstances and  current 
pressures  on  public spending levels, it is vital to examine  every means  of 
cutting agricultural expenditure which is compatible with the healthy 
development  of the·common agricultural policy.  This applies in particular 
to efforts to balance certain product  markets,  Q.ay-to-day management  and 
monetary compensatory amounts. 
1.  A better balance  on  the agricultural markets 
Following up the Commission's memorandum  of 1973  and the report  on  the state 
of the common  agricultural policy presented in February 1975,  a  number  of 
improvements to market  organizations have been decided upon,  are now  before 
the  Council or are  in preparation.  These  improvements  are  intended to 
achieve a  better balance  on the agricultural markets.  They therefore have 
a  favourable  impact  on the Budget  which  should be perceptible in 1978.· 
Measures taken to stabilize agricultural markets will, by their nature, 
occasionally result  in temporary stocks of various produc·ts.  Such  stocks 
must  be accepted as an  inherent  element  in the ·common  policy,  intended to 
stabilize prices and  secure supplies. 
Nevertheless,  when  stocks result  from structural imbalances and are more 
persistent they can no  longer be regarded as a  normal element  of agricultural 
policy. 
Moreover,  the measures necessary to dispose of them  are extremely expensive 
in budgetary terms. ..;..  28-
The  major problem with structural  surpluses is, of course,  in the 
· milk-products  sector. 
The  surplus in the milk-products sector represents about  1o%  of total 
production and  at present there is no  outlet for  over half the 
production of skimmed  milk powder.  But  problems  also arise in other 
sectors:  wine,  olive oil, apples  and pears.  In the cereals sector, 
however,  earlier problems  (i.e. denaturing)  are diminishing with the 
move  that has now  begun  a  single intervention price  system~ 
In 1976  the  Commission  sent the 
Councit a  set of proposals for modifying the common  organization of 
•the market  in milk products,  which  is affected by  a  seriol.l.S  imbalance 
requiring very heavy expenditure on  intervention (2 000 m u.a.  budgeted 
for  1977  - after allowing for the fact that  par~ of the  or;;:~·ation is 
financed .by the  co-respo~_:;ibiliy_.2-_~~~ •  ____  _ 
Until the  Council  takes  a  decision,  the problem of structural  imbalance 
in the milk-products  sector will  remain unchanged.  The  Commission 
added to its initial proposals  >lhc-a  presenting the  farm prices for 
1977/78  in February 1977. 
The  Commission is already plsnning to maJ::e  proposals by  July 1977  for 
a  number  of improvements to the present ttarket  organizati.ons'  particularly 
in respect  of beef and veal,  olive oil and  starch. 
In its proposals to improve the market  02ganizations~  thf:l  Cornmissl.on 
will see to it that the budgetary resources allocated  ~e  used to the 
greatest effect.  It will also see to it that the farm prices fixed will 
permit  the attainment of balance  on the various  agricu.l  turcl markets,  a 
very important  objective in vi·~w of the ne0d.  for better balance.  This 
constraint was  borne  in mind  in the Commission's proposal  on the firing 
of farm  prices for 1977/78.  · 
FUrther,  special attention will  be paid to the potential  long--term 
contribution of socio-structural policy to the achievement  of balance 
on the markets. 
Finally,  careful thought must  be given to the consequences  for  Community 
agriculture of the accession of any new  Member  States after 1978,  and of 
the preferential agreements with the Mediterranean countries.  _Both  are - 29-
liable to have  substantial repercussions,  particularly in the oils 
and  fats sector and the fruit and vegetables sector. 
Conclusion 
Notwithstanding the uncertainty of expenditure  on  the agricultural 
markets  because of fluctuations on the world market,  containment 
of agricultural expenditure requires the combined  efforts of all 
t:1e  institutions to achieve balance on  the· principal agricultural 
markets. 
Particular attention should be paid to the structural imbalance in 
_the  milk sector, which  alone accounts for more  than 40%  of 
expenditure under.the EAGGF  Guarantee Section,  or  25%  of Community 
eXpenditure in the  1977  Bwiget;  the Commission has already made 
proposals  on  the matter,  and has asked Council  and Parliament to 
·make  allowance for this when  fixing the farm prices for  1977 1  and 
has urged that the decisions_be taken as soon as possible. 
2.  Agri-monetary e;xpendi  ture 
Expenditure under this head - more  than 1  500 m u.a. in the 1977 
Budget  - comprises the monetary compensatory amounts  (MCA)  and the 
expenditure resulting from  the application of different rates of 
exchange  (dual rate). 
The  agricultural  common  market was  constructed upon the principle 
of the unity of prices expressed in units of account.  For some 
years past,  the  common  prices policy has been dislocated by 
monetary upheavals.  In order to protect producers and consumers 
against the sudden effects of fluctuations in exchange. rates,  an 
1~C system was  introduced and representative rates for the agricultural 
policy  (green rates),. cal.culated by reference to representative rates 
for the agricultural polic.y,were brought  in.  However,  the monetar.y 
fluctuations have  contin~ed and  as  a  result the MCA  system has become 
a  permanent  feature. 
•. - 30  -
A"t  present,  the  11corrnnon"  prices· are higher or lower,  ·as  the case 
may  be,  depend.in.g  on the state of the currencies concerned,  for· 
the purposes of t:.ade  in agricultural products.  At  the  end  of 
February 1977,  the frontier compensations were  +  1.4%  for 
Benelux;  9·3%  in Germany;  - 19.9%  in Italy;  - 34-7%  in Great 
Eri  tain;  - 1  0  .. 4%  in Ireland and - 16.2% in France;  only Denmark 
was  not  applying MCAs  at its borders.· 
Although these measures have protected the single market  despite 
the currency fluctuations,  they have  also produced  mar~ adverse 
effects - deflection of trade, distortion of competition between. 
products,  poor  e.lloc,.tion of resources,  and sometimef:l  high budget 
costs. 
In October 1976  the Commission  proposed to the Council  changes to 
the present  system of monetary compensatory amounts  which would 
allow  the MCAs  to adapt to the real market situation.  This  system, 
if adopted,  would palliate the most  glaring disadvantages,  including 
the  cost to the Budget.  The  Commission  has also proposed  a  reduction 
in the differences between the "green rates" as part of its farm prices 
proposal  for  1977• 
It is clear that the monetary upheavals are largely the product of the 
divergent  economic  trends of Member  States and  Community regions. 
None  the less, to put  an end to the serious  economic distortions,  which 
are  li~ble  to become  permanent,  and  to contain agricultural  expenditure 
it is vital to confine the role of the  MCAs  to their prime task as 
strictly temporary,  preventive measures to counter the economic  impact 
of exchange rate fluctuations.  To  this end,  the Commission stresses 
the principle,  already embodied  in the proposals before·Council,  of 
compulsory phased reduction over a  period of time. - 31  -
Conclusions 
The  Commission  asks  the  Council,  now  that Parliament has  accepted the 
Commission's proposal,  to accept  the principle of compulsor,y degressivity 
over a  period of time  and to fix a  time  limit for setting up  the  reqUisite 
machiner,y. 
3.  The  policy in respect of arrricul  tural structures 
The  Community policy for agricultural structures was  designed tc 
be the indispensable  complement to the -prices policy.  An  erfcctive 
common  structural policy l.rould  hold do\m  increases in Community 
agricultural prices to levels more  favourable to the  consumer,  while 
guaranteeing the achievement  of the other objectives laid down  for 
the  common  agricultural policy by Article 39  of the 'l'reaty,  ttto 
ensure  a  fair standard of living for the agricultural community". 
However,  it must  be  admitted that while the agricultural  markets 
support policy is almost entirely decided upon  and.  financed by the 
Community,  things are very different for structural policy:  witness 
the paucity of appropriations allocated to the  Guidance Section 
compc1.red  vdth the Guarantee Section and with total public expenditure 
on  agricul1;ure by both the Cornurunity and the  Member States. 
The  report  on.  the application of the  1972  Directives  (COM/76/87/finalj, 
published by the  Commission  in :March  197 6,  showed the snail 's 
pace of the  common  structural policy.  In France it was  not until 19'(4, 
m1d  in Italy 1975,  that the necessary national legislation was  brought 
·in, t-;hile  the corresponding ad.ministrative  measureD  t-;ere  not  promulgated 
until  1976  in :V,rnnce,  while in Italy tho regional lec;islation is still 
being adopted  •. 
The  financial  implementation of the Directive on hill and  mountain 
farming did not  really begin w1til  1976.  In that year payments  from 
the EAGGF  Guidance Section for all socio-structural measures  amounted 
to only 44.6 m u.ao  instead of the sum  of 91  m u.a.  in the original 
Budget. 
. ·  ......  ~, - ..... ~~ --.  ... .. .....  32 
Although it was  originally intended that,  as  from  1977,  appropriations 
should no  longer be committed for individual projects,  in accordance 
H:i.th  RegulationNo 17/64,  the deley in the application of the  common 
mea.su.res  has mernt that individual projects continue.  In 1976  the  sum 
of 264o2  m u~a:  was  used to finance  8o8  projects.  An  appropriation 
of 91.2 m u.a.  is allocated for 1977. 
Expenditure under the EAGGF  Guidance  Section in 1978  will be  characterized 
by ·the  expansion of the  common  measures  referred to  in Article  6  of 
Regulation  No  17/64  and drawings  on  the  Mansholt  reserve. 
(a)  _,  , The  Commission will continue to  supplement  and reinforce the 
impact  of the  socio-structural directives  by  suitable measures 
(differentiating among  the  instruments  on  a  regional basis and 
adjusting the ceilings for aids to match  price movements- in  · 
the Member  States)G 
(b)--'  It will continue its common  sectoral measures to  res·core  the 
balance of the narket wherever it is endangered,  particularly 
as  regards l-Tine,  some  fruits a11d,  above all,  milk produr;ts 9  a.s 
\-rcll  as special measures to  improve  production and Darke;_t.ing 
structures in the  citrus fruits  sector. 
(c)  _  The  Council  adopted the  Commission's  proposal 
on  improving structures in the  marketing and processing of 
agricultural productso  Furthermore,  common  action in the 
small-scale inshore fisheries sector is currently before the 
CounciL 
1 - .  .  -
Of  t·lhl.ch  235o5  m u~a. are transfers of 1976  appropriations  (Council 
Decision of 23  November  1976)  and 28.7 m uoaa  appropriations  released 
in 1976 under RegUlation  (EEC)  No  3171/75o  -- 33  -
(d)  Finally,  the Commission  has  se~t proposals to the Council, 
under its milk-products  prograll".me,  to speed up the eradication 
of'  certain contagious diseases in animals.  If these  measures 
are applied from  1977,  the estimated expenditure under the 
EAGGF  Guidance  Section in 1978  will be  39  m u.a.  aeainst which 
can be set off' savings in the EAGGF  Guarantee Section. 
The  Commission  plans to submit  appropriate measures by July 1977 
to improve  the present structural policy,  taking particular account 
of the special problems  of the structurally worst-off regions. 
The  Commission  plans to begin to dravr  on  the Manshol  t  reserve 
f'rom  1978,  always  provided that the socio-structural projects 
and new  common  measures progress as planned. 
The  Commission  is examining the effectiveness of wha.t  is now  being 
done  in this sector.  The  directives ·on  the  reform of'  agricul  t'ural 
structures should be  implemented more  f'ully in 1978,  and this will 
have  financial  repercussio~s on  the 1979  Budget. 
Conclusions 
As  these measures must  be part  of'  a  general  plan for coordinating 
the various types  of Community  intervention,  the Commission  will 
endeavour to enhance their effectiveness. ;·  .. 
l 
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B.  MEASUP.:ES  RELATING  TO  El'JIPLOYMENT  AND  ECONOJ!ITC  STRUCTURES 
To  cope  with the  economic  problems  mentioned at the beginning of this 
chapter,  absolute· priority must  be  given to  Community  measures 1-1hich 
can help to  reduce  unemployment  in the  Community  and  improve  its 
economic  structures.  Obviously,  given the  limited scope  of 
Community  instruments,  these  measures  can  only serve to  supplement 
economic action taken by Member States and the  Community  must  also 
make_  efforts to  improve  coordination of economic policies in general. 
Nevertheless,  these efforts must  be backed up by the best possible use 
of the resources which  the  Commission  may  allocate  for its various 
·_measures. 
To  this end,  three types of instruments should be used more  extensively: 
the Social Fund and the  Regio~al Fund which have a  special role 
to play in creating employment  and training workers; 
sectoral industrial development  measures capable  of having a  salutary effect 
on  employment  levels while at the  same  time  pursuing other ends; 
measures  relating to research and transport which will help the 
Community  to  change its economic base,  without  which it cannot 
maintain its growth rate in the face  of continual economic 
difficulties. 
furthermore,  some  of the measures  aimed at self-sufficiency in energy,  which 
are  dea.l  t  1vi th elsewhere in this paper  (see p ..  44),  could help to create 
employment. 
1.  European Regional Development  Fund 
(a)  Situation of the Regiona.l  Fund  (1975-77) 
The  European Regional  Development  Fund  (ERDF),  set up  in  1975  to help 
towards  remedying  regional  imbalances  in the  Community  by contributing 
to the  financing of investments,  was  allocated  1  300  m u.a.  for a 
period of three years.  Council  Regulation  (EEC)  No  724/75  establishing 
the  Fund  restricted the  annual allocations to  300  m u .. a.  in 1975, 
500  m u.a.  in  1976  and 500  m u.a. in 1977.  At  31  December  1976, 
799.9  m u.a.  had been  committed and  368  m u.a.  paid out.  The  ratio 
between pQyments  and  commitments  was  about  46%  for_the first  18  months 
of  o?~ration and,  generally speaking,  the deployment  of  Community 
~agional aid can be  regarded as a  success. - 35-
Durin[; its first  18  months  in operation the  ERDF  gave  fina.l'lcial  support 
to more  than  2  700 projects;  some  100  of these  involved  investmentE>  of 
more  than  10  m u  .. a~  and accounted for about  50i~ of the total aid.  The 
ratio of aid for  infrastructure  investments to that for  industrial,  Gmall 
business  (11artisa.nat 11 )  and  service-sector investments is 'of the  order of 
69%  :  .315{,.  It should be  pointed out that,  in line >vith  its aims  of 
remedying the most  acute  regional  imbalances,  more  than  90%  of the  support 
provided by the Fund has  been  channelled to the I<rezzogiorno;  Ireland,  the 
development  areas of the  United Kingdom,  the largely agricultural backHa.rd 
areas of France  and to Greenland. 
(b) Future prospects 
(i) Any  budgetary forecast  relating to the ERDF  must  be placed in. the 
context of the  coordinating of all means  of intervention and  consequently 
muct  form part of endeavours to use  these  means  for the better attainr.:ent 
of the  Community's priority objectives.  In the present  economic  situation 
. one  objective  is. the restoration of full employm~nt,.. <}.es,pi te. the problem 
raised by an  increase in public spending.  There must,  then,  be  tho 
greatest possible improvement  in the contribution that  the ERDF,  together 
with  other policy instruments,  can make  to the creation of new  jobs and 
the  I~tention of existing ones. 
Almost  all regions are affected by unemployment;  certain new,  structural 
regional problems  may  arise from  changes  going hand  in hand with 
developments  or resulting froin  them.  In any event  the crisis is having an 
impact  on the  relative situations of the regions  .. 
As  far as the  less-favoured areas of the  Community  are  concerned,  it is 
likely that their development  prospects will su.ffer more  from declining 
investr::ent  opportunity,  owing to their lesser ability  to attract mm 
investment.  Furthermore,  unemployment  ·in the  industrial areas will 
reduce  immi&Tation  opportunities and,  in some  cases,  may  induce  immicrar.t 
workers  to return home.  This situation therefore demands  a·greater 
effort to achieve  a  more  rational and  coordinated utilization of all the 
Community's financial  inst~~ents. -36,-
This is the priority task which the  Commission wishes to tackle  in this 
-field in 1978 • 
. (ii) It is still too early to  make  precise estimates of the ERDF's  budgetar'J 
allocation for  1978.  Indeed,  the  Commission is only now  beginni~g to 
discuss the ne\v  proposals it may  submit  to  the  Council,  under the  revie\>J"  of 
regional policy and the regulations  governing the  ope  rat  ion of the EHDF 
provided for in Article 2(2)  of Regulation  (EEC)  No  724/75• 
(iii) As  to  procedure for determining the  annual  amount  of the Fund,  the 
Commission's t'lish,  in vietv- of the  consensus  reached  in connect ion Hi  th 
the  consultation procedure relating to the  non-compulsory nature of this 
expenditure,  is to use  the budgetary procedure.  The  sum  to be  entered 
in the budget  for  1978  should therefore be  determined when the budget  is 
prepared and adopted. 
(iv) The  operating rules of the Fund  must  also be  reviewed  in the  contex-t 
of  coordiJ.1.ating all means  of intervention,  bearing in mind  that this demands 
greater flexibility in the handlin& of policy instruments,  and that this 
greater flexibility 1-1ill  also  make  for a  sub:::otantial.  simplification of 
certain procedures,  and thereby more  efficient administration.  But  the 
impact  of Comrnunity  intervention on  regional  development  is not  a  matter 
of concern solely to the ERDF.  The  revie\f of the Social F'und,  at  about 
the  same  time  as the review of the  Regional Fund,  provides  an opportunity 
to bet;in a  process of coordination with a  vie1-1  to bringing the  hm  into 
greater convergence..  The  same  \vill apply t'lhen  the .Commission has  rcvieHed 
the results of \vork begun earlier on regional aspects of structural measures 
in agriculture  (EAGGF  Guidance  Section).  The  development  of  comprehensive 
regional policy,  i.e  ..  one  v1hich  takes into acconnt  the  land-use aspects 
of the vexious  structural policies,  should be  the  most  tangible  outcome  of 
the  .. coordination of  po.~i~i(;l:::;. and policy instruments. 
This action is also  to be  linked closely  wit~ the  review of the method 
of coordinating regional aid schemes,  which expires at the  end of this 
year. 
~.: 
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'l'he  Region<:1.l  Fund  \>las· 'brought  into operation very quickly, 
in one  of the  'rmrst  economic  and  social  situations. 
that  ·t;he  Counnmitv has  ever e:cperienced..  The  CorrLrnission' s  revieH of ·(;he 
Regulation  governin.g the Fund.  and  i·ts  proposa.ls relating to  region;:::.l  :polic3r 
uill ·i:;he:t•ef'ore  be made  in circumstz.nces totally different  :?rom  -thor,;e 
uhich  prevrtiled when  Uw  Co;nrdssion put  forv.rard  its 1973  proposals.  This 
·demands  a  5I'eater effort in the  coordiruJ.ted and  convergent  u::::e  of the means 
of intervention a.."l.d  of the policies i'Thich  can help to correct regional 
imbalances,  so that the Ccmmunity1o  priority objective::> Hill  be  achieved all 
the more  effectively.  These  proposC;'l.ls,  and oimplif'ication of the !i'unr.its 
operating ruleG
1  1vill therefore fit into an  overall approach v•hich can be 
. all ·i;he  be.·tte:::- initiated because at approximately the  same  -tirac  a  revievr  of 
the Social Fund will  be  carried ou-'". 
Conclusion 
The  Co~~ission proposes that the Budgetary Authority recognize  that in the 
current  economic situation the Regional  Fund  should be in.a position to 
contribute more to correcting the regional imbalance in the  Community. 
2.  European Social Fu  ...  'ld 
(a) Social Fund activities 
...  / 
(i) 
In actual fact  the Social.Fund takes  a  hand in projects designed: 
to provide  support,  in the field or employment,  for action ta.keri 
under  c·chP.r  Com~un:Lty policie~:  (fm"lile:::-s  leaving the  land;  NOrkcrs 
from  -tho  -Gcriile and_  garment  im:.ustries needing different vocation.,-;,1 
skills; migrant  vmrkers;  handicapped people)  or to ensure that  supply 
ar..d  demand for labour >·Ii thin the Community a.re better matched 
(unemployed persons  below the age of 25); 
(ii) to take action against protracted  structural unemployment  and 
under-employment  ( t·10rkers  in Underdeveloped regions or regions 
lvhere  the chief forms  of economic activity are declining;  vrorkers 
affected by problems of certain groups of firms;  labour which has 
to be  retrained o1-1ing  to technical progress). - 38-
'l'he  Social I'\md!!s  commitments  have  r;rovm  rapidly:  250  m u.a. 
in 1971
1  560  m u.a.  in  1976.  Since the  fir..:'1.ncial  year 1976 
a.ssictance  frow  the Social Ii'und  has  chiefly gone  to projects desi,gned 
to combat  1.memplo;ymcn:t  among  young people  (particularly first-job 
seekers) r  2.nrl  unemployment  in underdeveloped regions  or those  v1here 
the chief forrns  of economic  activity are in declineo 
Unemployment  among  young people has  gradually· groHn Hor3e  since  ~.;he 
.recession began and  the  problem is not going to be  overcome  in the 
next  fm·T  years.  Underdeveloped and.  declining regions are  one  of the 
Commu11i ty1 s  comd;a.nt  concerns  and the depression has  Hidened the  gap· 
relative to other  regions~ 
(b)  Prospects 
In order to deal with  the situation the budgetary authority has 
earmarked  a  total allocation of 617  m u.a. for  the  Social  Fund,  for 
the financial year  1977:  45%  for the first category of projects and 
55%  for the  second. 
In vim-1  of the fact that the  employment  position has  not  changed in 
the  Community  as  a  whole,  end  that applications for assistance from 
the  Social Fund  are constantly increasing  (more  than twice  the 
available appropriations in 1976),  the  Social  Fund is still at the 
centre of the  top-priority Commu.iri ty operations.  It is therefore 
essential that the effort made  under the  Budget in 1977  should be 
continued in 1978,  •·ri th the  same  ra·tio  bett-~een the  two  categories 
of projects and  a  substantial increase in the  Fund's activities. 
The  Council Decision of 1971  on the reform of the European  Social 
Fund  requires that the Council  review the Decision in 1977• 
Concurrently with -this  Communication,  the Commission is to send the 
Council another in which it vrill set out its ideas about  the  revie;q . 
of the 1971  Decision.  It vrill be  accompanied. by  an Opinion on the 
a~endments to be made  to the  1971  Decision and proposals for changes 
to a  number  of rules governing intervention under the Fund and its 
operationo  The  review and resulting changes  must bring about: 
.. 
.. .  ~ .... 
(i) greater concentration of intervention by the Fund  on priority needs 
and  a  greater economic  and social impact  by such intervention; 
'·.11,' (ii) 
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improved - and more  expedi-tious - administrative and  financin.l 
procedures for the granting and  pc~ymE~nt  of aids  from  the li'und, 
uhich should. result in an  increase in the appropriations for 
payment  provide·i in the  1978.  Budget.  It should be  pointed out, 
houever,  that the  s~dtch,  from  -1977  omvards 7  to the  system of 
differentiated appl•opriations is a.  major advance,  since it enables 
the appropriations for  p~~ent to be  spaced out. 
Conclusion 
After rapid expansion,  which is to  continue, the Social Fund now has an 
urgent need to  consolidate what it has achieved so  far with a  view to 
becoming more  efficiente 
The  revievl of its operating rules,  which  was  \visely planned for 1977 
from  the outset,  \vill provide an opportunity for this,  by means  of 
discussions between the Institutions  whic~ must  begin without delay. t 
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3.  Financing sectoral projects in  industr,;y_ 
(a)  Sectoral reorganization 
The  economic  cr~s~s has revealed and aggravated the structural weaknesses 
of certain industries which are being forced by external competition and 
the new  international division of labour to redouble their efforts to 
modernize and reorganize.  I:f  the Connnw1ity  intends to maintain freedom 
of trade throughout  the crisis and prevent  protectionist reflexes, 
it must  participate in the requisite restructuring by bringing into play all 
the  means at  its disposal:  either commercial policy,  competition policy, 
placing of public contracts,  harmonization of legislation, etc,  or the 
introduction  in certain well-defined cases of a  Community  element  of 
financial solidarity.  The  financial  instruments at  present  at the  Community's 
disposal,  although diverse,  are  inadequate for dealing with the biggest 
sectoral problems  confronting the  Community's  industry,  its workers and the 
public aut.horities.  Although the forthcoming revision of the  social and 
regional funds  provides an  opportunity for remedying  some  of the inadequacies, 
others will remain,  and for these  appropriate financial  tools  m~  be  envisaged. 
In consultation with the sectors concerned,  the  C<:>nnnission  is establishing 
an  inventory of the chief aspects  involved  in restructuring the sectors most 
affected.  The  Commission reserves the right  in_due  course to submit to the 
Budgetary Authority  such financial proposals as relate to any sectoral 
projects that  may  be  introduced. 
.  .  .  .  . 
In two  specific sectors,  studies with a  view to Community  action are already 
well  a.dvanced.  · 
On  the basis  of the  Council Resolution of July 1974  on naming the datCl.-
processing  ~ector more  competitive,  the  Council approved the first data• 
processing programme  in July 1976.  .  . 
. :  . . . 
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A Commission  proposal of September 1975  concerned a  second set of 
projects.  Taking into account work  in hand,  and with the  aim of 
evolving a  policy under a  four-year plan,  the Commission  submitted 
a  document  to the  Council  in November  1976  summarizing its medium-
term policy in this field. 
The  Community  Budget  for 1977  contains the entry of the  appropriations 
needed for launching this programme.  The  action should be  continued 
and  followed up  by  implementing the  four-year plan as  from  1978. 
Moreover,  it is also essential to work  out  a  policy for  the aircraft 
industry if the  Community  wishes to preserve  an industrial capability 
in this sector.  In  a  document,  the  Commission  has already  communicated 
to the  Council  and to  Parliament preliminary proposals for  an  aerospace 
policy.  The  Commission  intends to make  a  more  detailed proposal  shortly 
on the actual implementation of the measures  envisaged. 
Community  action is an essential priority in this sector. 
. Conclusion 
The  Commission  therefore requests the Budgetary Authority to treat 
action on  industry as  an  important priority when  establishing the 1978 
budget. 
4. ·  Financing transport policy 
Reinforcing the Community's  economic  infrastructure in this 
sector cannot  but help the Community to adjust in the present 
difficult economic climate.  The  Commission advocates direct 
financial intervention for the purpose of coordinating investments 
and promoting projects of interest to the· Community.  This action, 
which will chie.fly ta.ke the form  of subsidies to infrastructure  · 
projects of European significance, are described in a  proposal 
to the Council  submitted in July 1976. 
Conclusion 
It is most  important for the decision on this proposal to be 
handed  dol~ at the earliest possible date and to note that the 
cost of these operations,  to begin in 1978,  would  be moderate. 
• 
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5.,  More  intensive Community  research in respect of the  Communities'·· 
policies 
the  As  regards scientific research and technological-development  ~r~p~r, 
Commission will in 1978  concentrate on pursuing important  act1v1t1es  . 
already begun  and introducing others shortly,  pa:ticularly unde~·t~e JRC 
m~lti-annual research programme  for 1977-80  and 1n the  form  of 1nd1rect 
action. 
A'ncng  the latter, men-c1on  should  be made  of the  plans to continue 
tho .major thermonuclear fusion  proc,'i'amme  ~-Tith the building of JET 
(Joint European Toru.s).  'l
1he  Commission  is relying on -&he  Gou.ucil 
-~aking a  decision on the  p:r:ogra'"!une  in -the very near  futm~e.  This 
~..-.ould  ~nake it possible to resolve the present impasse,  which is  _ 
causing t,rre~;t. concern.  'I'he  Commission also intends to continue the· 
multi-mmua  .. l  progrwnmes. on ne\·T  sou:rces  of enerror in the following 
fields: ·  energy savings,  prod1.t"ction  and- use  of. hydrogen,  solar enerer, 
eeo"l:;hermal  i:mergy  ai1d  systems analysis.  · 
~ere is·  t~lUs a  need  to step up  \-.r~rk  on·  new  sources  of energ1 .which 
. \-ll.ll. certa1nly  ·be required in years to come,  even if it proves 
poss1ble to continue the major projects-in the nuclear sector  •. 
In :th~ next  few years,  therefore,  one  point-~f focus  in scientific research 
will be  the development  or  programmes  witl;l .~a more' or less_ direct bearing. 
on  ~he overall  ~nergy polJ.cy advocated by  the  Conunission, ··using the 
~our '!'RC  estab~J.shments  (set_ up under ·Article 8  of the· BllF]C  Treaty) 
for d1rect act1on programmes  and the "indirect action" research  · 
usually'done under contract by national research institutes.  ' 
In  add~  tion to these quest-ions,  of which the  Conununi ty authorities 
are ·.alre2.dy  aware and \'lhich  have  been the· subject of &l,rlier · · 
proposals,  the Commission intends to propose neN  meas'lires ina 
report  on the  Community's activities since January 1974,  whose' 
·purpose is.  t~ define the  .. general ·guidelines  for. a., common  policy on 
science and ·technology.  ·  ·  · ·  ·  . .  · 
•.  1. -·43 
·The  Commission is planning to submit proposals for common 
research and development  measures on,  for  example: 
raH materials with a  view to increasing the  Community's 
self-sufficiency, 
energy storage, 
long-term  fore~asts and assessments for science and technology, 
me·dical  research 
\'le  must  therefore expect  increased financial  outlays for  the whole 
. sector,  corresponding to the requirements described above.  In the 
1977  Budget it has been possible to increase the financial  intervention 
for  th~s sector compared with other categories of Community 
expenditure.·  But  the Commission  has  never dissimulated its view that 
these efforts are still inadequate compared with the primary  importance 
of the objectives· and total Community· expen~ture 
Conclusion 
The  Commission  requests that the Budgetary Authority  en~er the requisite 
appropriations  to cover the  research programmes,  including the  section 
of the thermonuclear fusion programme  concerning the construction of 
JET  and the mul ti-a.nnual .JRC  programme. 
The  Commission also hopes  that the European Parliament  and the  Council 
.-rill  examine  as  quickly as possible the new  proposals discussed above 
that the  Commission m~  submit  in 1977. 
·'  ···-
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_c.  GREATER  COMMU11J:TY  SELF-SUFFICIENCY  IN ENERGY 
The  1973  oil  cr~s~s demonstrated  the  Community's weakness as 
regards  energy and  ·t;he  disastrous consequences that the  absence 
of any  common  policy or effort to find alternative sources of 
energy could have  for the  entire  economY  of the  Community. 
The  L'u.ropean  Council T!thich  met  at Rome  on  1  and  2  December  1975 
expressed the  common  concern when it gave  the  Commission  a 
mandate  to implement  energy policy guidelines by  means  of 
suitable proposal9 to be  submitted to the Council. 
As  the pressure of the oil  cr~s~s which  prompted  the  Community 
-to  launch its energy policy was  not  maintained,  the original 
aims \-1ere  not  achieved.  The  Communi t,y  remains  extremely 
dependent  on external supplies,  and would  again be  ill-prepared 
in the event  of renewed  supply difficulties.  It must  therefore 
plan, as a  matter of.priority,  new  measures  on a  substantial 
scale to achieve  the objective of reducing the  Community's 
dependence  on external energy supplies from  63 .to  5ryfo,  since  the 
even more  ambitious target of a  dependenc~ level of only 40%  is 
now inattainable.  'A:tzy  further delay must--now be- avoided. 
Furthermore,  Community action in the energy sector ·vmuld enable. 
considerable  savings of public funds  in many  fields as it would help 
. avoid c.ostly duplication of effort at national level. 
___  ..,._  ..  ·''. 
· Certn.in important projects are already 'under "''ay1  particularly 
as·regards  support for technological development  i.ri .the field of 
hydrocarbons  and  the initial phase of uranium prospecting.  These· 
. act~  Vi ties will. continue·,  and  the  Commission also .envisages  ·an 
'early start on  a:  hydrocarbons prospecting -prograirune;  the basic 
regulation on this subject is already before the  Counc-il.  The 
Comm.i..ssion  also intends to lay before the  Council proposals for 
new  operations,  in.cluding measures to promote  the use of - and 
t_o  obtain the 'b_est  possib.~e retUrn from- Community  ene~~ reserve·s •. 
As  regards borrowing operations-,  it should be  remembered that  in 
1974  the  Commission submitted a proposal to the  Co-imcil with  a  view· 
to· rais'ing loans to finance  nuclear power  stations~  Although this 
proposal was  examined  in detail by  the  Council and aroused great 
interest,  it has  not yet been finally approved. - 45-
Yet  this is  ~~ action which does not  use  the  Co~~unity's financial 
resources but  simply provides a  Community  guarantee for the financing 
of those borrowing and  lending operations of  special interest in 
connection vlith the diversification of energy resources. 
Conclusion 
In view of the priority which should be  accorded to  greater Community 
·self-sufficiency in energy,  the  Comm~ssion requests that the  Budgetar.y 
Authority enter the appropriations required to  implement  the  programmes 
and  proposals which the  Commission has alrea~ introduced or which  will 
be submitted to the Council and the Parliament  in the near future. 
D.  CONTINUATION  AND  H'IPRO'VEli'!E!N'r  OF  AID  TO  DEVELOPING  COlTh'TRIES  AND  TO 
NON-ME1:illER  COUNTRIES 
The  Commission proposes that  in 1978  priority should be  accorded to the 
furtherance  of projects  alrea~ started;  it does  not  intend to propose 
any  nev1  projects for  1978  apart  from those resulting from treaties already 
signed or agreements  under negotiation for which part of the.costs will 
be  charged to  the  Community  Budget  (e.g.,  Maghreb,  Mashrek,  Euro-Arab 
Dialogue). 
It will merely pursue  and  improve  Community activity already under way: 
technical  and financial aid to non-associated developing countries,  food 
aid,  promotion of trade and regional cooperation and  cooperation with 
non-governmental  organizations. 
The  Commission  is particularly concerned that  the  Community  make  an 
effort substantially to  increase the volume  of food  aid,  and would  refer 
to the proposals it put to the Council  in its three-year indicative food 
aid programme,  1977-79,  in September  1976. 
Conclusion 
The  Commission  would  emphasize to the  Budgetary Authority the  importance 
of continuing.and  intensifying programmes  of aid to developing countries 
already undertaken by the  Community • 
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V.  CONCLUSIONS 
To  sum  up,  the  Commission  submits the following  items for the attention. 
of the Budgetary Authority: 
as  regards the  institutional aspects 
(a) Decision on a  uniform basis of assessment  for  VAT 
The  Council  should take  the requisite  steps to adopt  the  sixth 
directive on  a  uniform basis of assessment for VAT  as soon as possible  and 
subsequently to approve  the  regulations for its application which  the 
Commission will submit  shortly thereafter.·.  A concentration procedure 
with the European Parliament  could prove  necessaryo 
(b)  Application of the  EUA 
The  Council  should adopt  the  resolution proposed by the  Commission  under 
which  the EUA  would  be  applied to the Budget  as  from  :1  January 1978. 
The  Council  should approve  the proposal for a  regulation on the application 
of the  EUA  by  30 June  1977  at the  latest.  A concertation procedure 
with the European Parliament  could prove necessary. 
(c)  Setting up  the  Court  of Auditors 
The  Council  should take the necessary steps to appoint  the  members  of the 
Court,  after consulting the Parliament,  once  the Treaty of 22  July 1975 
comes  into force. 
· The  Council  should adopt  the necessary  prov~s1ons for the administration· 
of the  Court  of Auditors  (amendment  of the Financial ·Regulation and  of 
the Staff.Regulations)  as  soon as possible.  A concertation.procedure 
with the European Parliament  could prove necessary. 
(d)  Interpretation of Article  203/EEC,  177/EAEC  and 78/ECSC 
Before  15  June  next .- when  the next budgetary procedure  commences  the 
Council  should reach  agreement  with the.Parliament along the  lines 
suggested by  the  Commission,  as  regards the  interpretation of the 
provisions of Article  203 of the Treaty,  taking into  acco'Wlt  the new 
distinction between appropriations for commitment  and appropriations for 
payment. - 47  -
(e) Adoption of the revised Financial Regulation 
The  Council  should adopt  the revised Financial Regulation by  the  end of 
J~~e at the latest.  A concertation procedure with the European 
Parliament  could prove necessary. 
(f) Reinforcing financial  control 
As  soon as possible,  the  Council  should  approve  the draft directive on 
control by Member  States of operations which come  under the  system of 
financing by the ·EAGGF Guarantee Section and the draft regulation on 
mutual  assistance. 
as regards  implementing.policies 
(g)  Common  agricultural policy 
Although agricultural expenditure is unpredictable because  of fluctuations 
on the world market,  it is nevertheless essential in order to  improve 
control over agricultural expenditure that all the  institutions unite 
their efforts in order to achieve balance on the  main agricultural markets. 
Particular attention should be  given to the structural  imbalance  on the 
market  in dairy products which  alone  accounts for 40%  of EAGGF  Guarantee 
expenditure,  or  25%  of  Community  expenditure  (1977  Budget).  The 
Commission has already put  forward proposals  on the  subject and  would 
ask the  Council and the Parliament to take these  into account  when  fixing 
the agricultural prices for 1977;  and the  Commission also asks  them to 
t~~e their decisions as rapidly as possible. 
Agri-monetar;y expenditure 
As  the  Parliament has accepted its proposal,  the  Commission would  ask that 
the  Council accept the principle of compulsory phased reduction and  set 
itself a  deadline for setting up the necessary machinery. 
Agricultural structure policy 
As  measures taken in this field should be  integrated into a general  scheme 
for coordinating the various  intervention measures  of the  Community,  the 
Commission vtill  make  attempts to make  them more  effective. 
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(h) · European Regional  Development  Fund 
The  Commission is proposing that the Budgetary Authority recognize 
that the present  economic  circumstances dictate that  the Regional 
Fund  be  in a  position to make  a  greater effort ·to correct the 
regional imbalances  in the Community. 
·(i)  · S~cial Fund. 
.  .  ' 
Followi~g a  period of rapid  expansion~  whic~ must  go  on- the-. 
Social  Fund  now  has  an urgent  need to consolidate its achiev~:~ments 
· with ~ view to being more  effective. 
(j). Sectoral measures  for  industry 
The  Commission callsupon the Budgetary Authority to ensure that 
industrial measures  be  accepted as top priority in drawing up 
the  1978  Budget. 
(k)  Community  research activities 
The  Commission requests the· Budgetary  ..  A~hority to enter the riecessacy 
appropriations to carry out the research programmes  including that 
part of the programme  concerned trr.i.th  "~hernionuclear Fusion",· involving 
the coristrriction of JEl' and the JRC  multiannual  programme •. 
· Iri a9.di  tion,  the  Commission requests  th.e  Pa.rliEU!lent  and  the· Council 
to  examine at the earliest opportunity the  new·propo!:f~ls. which the, 
Commission will-be putting· forward  in 1977,  to· which reference has  beEm 
mad~ earlier..  ·  ·  · 
. (1)  Transport  policy 
It is vit~l that decisions betaken asquickly as possible-on this 
proposal,  bearing in mind that  the financial  impact .of. operations· 
due  to begin in  1978 will:· be 1imi  ted.  ·  · 
(m)  Energy policy 
In 'view. of the .priority which must  be  given to increasing .the Community's 
independence w,ith_regard to energy,  the Commission calls upon the 
·.  Bu,dgetary Authority. to make available the ·necessary appropriations <to 
impl~ent the programmes· a.pd  proposals which it has  put forward.  · -·49-
(n)  Improving aid to the developing countries and  non-member  countries 
The  Commission  would  draw the Budgetary Authorities attention to  the 
importance of continuing and  expanding the measures already undertaken 
by  the  Community  to provide aid to the developing countries. 
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50  - ANNEX  A 
DRAFT  COUNCIL  RESOLUTION 
The  Council  takes  note that the  Commission has  put  forward  a  proposal 
for  a  Regulation  introducing application of the European unit of 
accotint  to the  Budget  of the Communities  from  1  January 1978. 
It notes that this proposal* is substantially based on the relevant 
provisions contained in the document  submitted to it on  26  May  1976 
setting out  a  general revision of the Financial Regulation of 
25  April  1973. 
In view of the urgent  reasons underlying the tabling of a  proposal, 
the Council  undertakes  to act  immediately on this proposal*in order 
that the European unit  of account  be  effectively ap~lied to the 
Budget  of the Communities  by the 1978  financial year at the latest. 
. ... , 
*  This  proposal for a  Resolution wa.s  forwarded  by the Commission  to 
the Council  in September 1976  (COM(76)515  final) • 
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t.nncx  B --
ZVOLU'l'ION OF  THE  BUDGETS  OF  THE  EUROPEAN  CONii:UNITIES 
in m u.a.. 
\ ..  REIJI(:i'HJE_ .  J 
1971  1972  1973  1974  1975  197o 
IJ..  OHN  RESOURCES. 
Customs  duties  957,3  1..986 .. 3  2 737.8  3  151.0 
329 .. 9  ·,  590 .. 1 
3 067o 7  3  74_1.1 
18.0  18.0 
24.7  29,0 
1.903.8  2-152.0 
22  .. 5  273.5 
5036  .. 7  6 .213_,6 
1 Includ~ng 39.1  m u.a.  surp+us. 
ffi  EXPENDITUHE  .  I 
I  1-971 ___  1972 
~0  co:.~-IISSIOU  --- - l  883.6  2.302.7  EAGGF  Guarantee 
EAGGF  Guidance  - 174.9 
Social Fu."ld  56.5  :.97.5 
Hegional Fund  - -
Re,:.:earch,  energy and  65.8  78.7 
miscellaneous  •. 
Coc-peration,  develop- 13,:::  69,7  ing countries  · 
~~i9~Hd:!~Mc~i  ve  110.5  133.7 
1C)73  . 1§7.t 
3 593.8  3 .. 389.9 
175.1  261.4 
269,2  290,7  - -
17.4  159,0 
30.1  324,1 
189,1  229.7 
1c::Ir_  1'"§7(/' . 
4·327 ~0  5-.877.7 
259.6  325,01 
.360.2  501.0. 
150.0  300.0 
138~3  205.8 
241-7  277.9 
269.8  352,6 
I 
.  . 
:!. 
6.4 
'1 
1 
18,4 
57,8 
72.4  t 
4  00,0 
2  54.1 
2 
3 
129.6  l .  Refunds  to 1-'!ember  175.7  250,1 
States 
TO'fAL  2 259-2  3 032-9  4  554.6 
306,3  374.2 
4  C!.J1.l  5.120.3 
502,8  I  5 
69,7 
94,9 
8.1.6 
~-:::r~;  2. OTHEH  n:S!_IT\!:E  GIT_;l 
Parliament  11.0  14.9  22.8  .:2.0  39,2 
Council  16.7  '23.1  27,9  36.6  45,6  64,5  ' 
Co lil-t  of 'Justice  2.5  3.5 
- ?D-:rA.L  30.2  41.5 
f''].) ·' "ID  MO"' iL 
"-----:.-~:..1:::.:.:._  J_  JJ  2, 2c.<_1.4 Q..-074.4 
5.7 
56.4 
1  4 .641!.9 
· ·  6.9  e.o  11.2  ! 
75.5 L  S2.;;  w-27."0~-r. 
5 03'.)· 7 L§.;_2_lJ_,}.::  ---~l2.~_6_i_~=~ 
70.,2 
12.1 
Ll"B:r-·t 
C9~9.  __ j 
1(· 
Appro~riations  in~luded in 
the :Budget. 
1
Including 60  m u.a.  under Chapter 58: 
Community aid to the Fruili disaster area. 
FOOR'l'I1  EDF  ----~t------ ~--=--- -----=---f--.:: __ ·t ··--2-~.0-~.9  ••  :  ....  ~q_O_:t.o__ 
----·---------- ------'2~3 .1  212.l_2_o_~,_o  _____  1.,5_7_,_0_•  ~- ..  J_J._,p ___ )_2  __  0~?.. .: ..  ;'~:J.t..o  __ ~ 
HB:  ·rhe  figures relate to  expenditure  commitrnenis  c'arried' out for the years  1971 
to  1975  and estimated commitments for  1976  and  1.977• 
.. .I 
I 
i 
j 
i 
I 
'l 
.·. 
,. 
I 
~  'il  ~-
§~mmary of appropriations made  available under 
the  Budget  for  the 1977  financial year 
j Expressed as  appropriations 
for  comrnitment1  1 
I .  COMMISSION  I 
EAGGF  - Guarantee  6 .-418!4 
EAGGF  - Guidance  325.0  ' 
Social  Fund  617.1 
Regional  Fvnd  500.0 
Research,  energy and  misce1leous  340.1 
Cooperation with developing  269.7  countries 
Administrative  expenditure  394·9 
Refunds  to Member  States 
I 
584.6 
'" 
TOTAL  ;  I  9 449.8 
I 
I 
2.  OTBER  INSTITUTIONS 
Parliament  65.8 
Council  70.2 
% 
66.87 
3.39 
6.43 
5-21 
3,54 
'2,81 
4.12 
6.09 
98.46 
0.69 
0.73 
·""..,  f  ~ 
ANN8X  C  .  ·-
in m u.a  .. 
IExp;essed a~--a~propriation~-- -r 
!  I  for  pa~.rment  % 
6-:418.4  . 
157.8 
172.4 
400~0 
254.1 
269.7 
394.9 
584.6  . 
8 .651.9 ( 
65.8 
70.2 
l72,94 
1~79 
I 
1.96 
4.55 
2.88 
3~07 
.4.49 
6.64 
98.32 
0.75 
. 0,80 
I 
'  l 
I 
1  ..........  1  12,1  1  o-~~ 
.I  148.1  I  -~·68  I 
Court  of Justice  12.1  " ,  ., 
l 
TOTAL  148.1  I 
'i 
I  I 
GRAN""D  TOTAL  I  9  59'( ·9  ·I  !  -
~=Non-differentiated appropriations+ appropriations for commitment. 
=Non-differentiated appropriations+ appropriations for payment. 
1.54 
100.00  I  8  800,0  I 100,00  I 
\Jl 
1\) 
j 
j· 
l 
! 
l 
l 
l 
I 
\ 